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ECON311 Trimester 1 2014 
PARTA 
TRUE/FALSE STATEMENT (50 Marks) 


Label and explain each of the following TEN (10) statements. Each statement carries 5 marks. 


10. 


USE A SEPARATE BOOKLET FOR THIS PART 


A higher investment rate can sustain higher growth of output forever. 


In steady state, output per worker grows at the rate of technological progress. 


As long as inflation remains roughly constant, the movements in the real interest rate are 


roughly equal to the movements in the nominal interest rate. 


Given the Fisher hypothesis, an upward-sloping yield curve may indicate that financial 


markets are worried about inflation in the future. 


A high value of Tobin’s q, indicates that the stock market believes that capital is overvalued 


and thus investment should be lower. 


An increase in a firm’s leverage ratio tends to increase both the expected profit of the firm and 


the risk of the firm going bankrupt. 


Rules are ineffective in reducing budget deficits. 


Tax smoothing and deficit finance help spread the burden of war across generations. 


The higher the inflation rate, the higher the effective tax rate on income. 


The Taylor rule describes how central banks adjust the growth rate of money across recessions 


and booms 


ECON311 Trimester | 2014 
PART B 
SHORT ESSAY QUESTIONS (50 Marks) 
Answer ONLY TWO (2) short essays 
Each short essay carries 25 marks 


USE A SEPARATE BOOKLET FOR THIS PART 


11. 


12; 


13. 


14. 


Suppose that you are an adviser to the Treasurer. Explain to him/her the underlying 
mechanism in which the Taylor rule can improve macroeconomic stability of a country. In 
your essay, you should also convince him/her why setting a nominal growth target may not be 


an effective means for achieving macroeconomic stability. 


OR 


Suppose that the economy is currently in recession. In order to stimulate the economy the 
Prime Minister proposes a temporary tax cut. Explain why such a proposal may not raise 
aggregate demand in the country. Would the situation differ if the government stimulates the 
economy by increasing government spending financed by running a budget deficit instead? In 


your essay, use the concept of the Ricardian equivalence to argue your case. 


OR 


Suppose that you are a financial adviser and observe an inverted yield curve in the country. In 
your essay, explain to your clients the intuitions behind an inverted yield and its likely impact 


on stock and housing markets. 
OR 
As a member of the parliament, you are concerned that the saving rate is currently below the 


level required for balanced growth. In your essay, convince the public why raising mandatory 


superannuation contributions is needed for the country to achieve sustained economic growth. 


Please remember - This examination question paper MUST BE HANDED IN. Failure to do so may 


result in the cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been returned. 


